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The
Representation 
Letter in 
an Audit
An Important 
Communication Between 
Management and the 
Independent Auditor
AICPA_____________________________
American institute of Certified Public Accountants
AA bout the time your auditor 
completes the annual audit of your 
entity's financial statements, you will 
be asked to sign a letter that at first 
glance may appear formidable. But it 
really isn't. All it amounts to is that— 
as management—you are asked to 
acknowledge that you—rather than 
the auditor—have primary responsi­
bility for the financial statements and 
that to the best of your knowledge 
these statements are correct. The letter 
does not change or add to your 
fundamental responsibilities, nor does 
it relieve the auditor of any of his or 
her responsibilities. It simply clarifies 
the traditional roles that management 
and the auditor perform. Nothing 
significant has been added. Auditors 
have commonly solicited such letters 
from their audit clients and their 
audit standards require it.
This booklet is for individuals 
who may not have been asked to sign 
what auditors refer to as a Representation 
Letter before. Its purpose is to anticipate 
and answer your questions.
Why Is a
Representation Letter
Required?
The auditor's report lends credibility to financial 
statements that are used by bankers, investors and 
others. The auditor must comply with rigorous 
standards that govern the process and procedures 
of an audit. Those standards are established by 
the AlCPA’s Auditing Standards Board, composed 
of CPAs, most of whom are practicing public 
accountants. Their recommendations are devel­
oped over extended periods and widely circulated 
for comment to thousands of people, including 
regulatory bodies.
In September 1977, the Auditing Standards 
Board issued Statement on Auditing Standards 
(SAS) No. 19, which in its prologue states: "This 
statement established a requirement that the 
independent auditor obtain written representa­
tions from management as a part of an audit 
performed in accordance with generally accepted 
auditing standards and provides guidance 
concerning the representations to be obtained.”
That is the guideline requiring the auditor 
to seek your cooperation in signing a Represen­
tation Letter.
What are Management’s
Responsibilities?
For nearly a century—or as long as financial 
statements have been audited—it has been 
accepted that financial statements are manage­
ment's representation. You as the manager of an 
entity have access to the most detailed knowledge 
of the entity and have daily, first-hand exposure 
to transactions and other events reported in 
the financial statements.
As part of your stewardship role in manage­
ment, you are responsible for the selection of 
accounting principles when alternatives are 
available. This is true even though you may be 
unfamiliar with the intricacies of accounting 
practices.
The auditor usually advises you in the 
preparation of financial statements and often 
drafts them for you, but this does not dilute your 
responsibility. The auditor corroborates your 
representations and offers an opinion on the 
financial statements. However, that does not 
lessen your responsibility for those statements.
A representation letter documents informa­
tion relating to your knowledge of the entity 
and your intentions. It complements other audit 
procedures the auditor applies to corroborate 
that information.
Does a Representation Letter 
Benefit Management?
Yes, a representation letter has several benefits for 
management. It avoids misunderstanding and 
provides a checklist for important matters that 
affect the financial statements.
During the audit, you will respond to many 
of the auditor's questions. For example, after 
identifying related party transactions, the auditor 
routinely asks whether management has knowledge 
of any other such transactions not already 
disclosed. Another example is an auditor's 
reliance on management's representation that it 
does not intend to dispose of certain marketable 
securities. The purpose of putting these represen­
tations in writing is to confirm the continued 
appropriateness of the information obtained in 
discussions with management.
Does Signing a
Representation Letter
Alter Responsibilities?
No. This simply affirms a responsibility that 
already exists. At the same time, the representation 
letter does not lessen the auditor's responsibilities 
either for the conduct of the audit or for the 
auditor's opinion on financial statements.
SAS No. 19 does not displace other essential 
audit procedures.
An inability to perform essential procedures 
would constitute a limitation on the scope of 
the audit even if management were to provide 
representations covering such matters.
It is important that questions regarding 
representations be thoroughly explored and 
answered to the full satisfaction of all concerned. 
The auditor can't give a clean opinion without this 
letter of representation. And without this letter in 
hand, the auditor is left to wonder if management 
has withheld information. Certainly, this might 
raise doubts in the auditor's mind about the 
reliability and completeness of management's 
oral responses to the auditor's inquiries.
Management Should
Understand the Importance of 
The Representation Letter
The representation letter is not just "another 
form" to be signed. It is important to the auditor 
even though year after year its form and substance 
may go unchanged. Typically, it contains condensed 
but significant and wide-ranging assertions. Even 
though the representation letter may be drafted 
by the auditor for your signature, the representa­
tions it contains are yours, and you should 
understand the full implications of statements 
in the letter.
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It would be worthwhile to discuss the letter 
with your auditor so that all agree as to the meaning 
and significance of the representations. Ask for an 
explanation of unfamiliar terms or phrases. (You 
may want definitions included in the letter.) Make 
sure any changed circumstances are reflected in 
the current year’s letter and that generalizations 
not applicable to your entity have not been 
included inadvertently.
Finally keep in mind these words which 
usually appear in the opening paragraph:
we confirm, to the best of our 
knowledge and belief. . .
The representations do not constitute a guarantee 
that the information given is correct, but rather that 
it is, in good faith, your best knowledge and belief.
Illustrative
Representation Letter
The illustrative representation letter included in 
SAS No. 19 is reproduced opposite. The letter is 
addressed to the CPA firm. Because the auditor is 
concerned with events occurring through the date 
of his or her report that may require adjustment 
to or disclosure in the financial statements, the 
letter will probably bear the same date as the 
auditor's report. That date marks the completion 
of all significant auditing procedures. Normally, 
the chief executive officer and the chief financial 
officer sign the representation letter. You or your 
auditor may request that other persons who are 
knowledgeable about particular items sign the 
letter to ensure that those persons are aware that 
management is relying on their knowledge as a 
basis for its representations, and that they concur 
with the representations made.
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